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Abstract: The purpose of this research is to examine the dynamic relation between 
liquidity as a risk factor and stock returns in different market conditions (i.e., bullish 
and bearish) and two different market developments (emerging and developed). 
Several measures of liquidity levels and variability level of liquidity are employed. In 
this research, Indonesia is chosen as a sample of a country with an emerging 
economy, while Japan is selected as a sample of a country with a developed economy. 
This study shows that liquidity is an essential factor affecting portfolio returns. In this 
research, liquidity is found to affect bullish and bearish stock market condition. 
Nonetheless, liquidity risk factors found to be incapable of explaining characteristic 
differences between emerging and developed stock market. On the other hand, this 
study shows that there is a correlation between liquidity effect and some liquidity 
categories in the developed portfolios. These findings highlight future avenues of 
accounting research, particularly in the area of liquidity risk factors and corporate’s 
information quality as well as transparency. 
 
Keywords: Liquidity, portfolio return, bullish, bearish, emerging, developed. 
 
Abstract: Tujuan dari penelitian ini adalah untuk menguji hubungan dinamis antara 
likuiditas sebagai faktor risiko dan pengembalian saham dalam kondisi pasar yang 
berbeda (yaitu, bullish dan bearish) dan dua perkembangan pasar yang berbeda 
(muncul dan dikembangkan). Beberapa ukuran tingkat likuiditas dan tingkat 
variabilitas likuiditas digunakan. Dalam penelitian ini, Indonesia dipilih sebagai 
sampel suatu negara dengan ekonomi yang sedang bangkit, sedangkan Jepang dipilih 
sebagai sampel suatu negara dengan ekonomi yang dikembangkan. Studi ini 
menunjukkan bahwa likuiditas merupakan faktor penting yang mempengaruhi 
pengembalian portofolio. Dalam penelitian ini, likuiditas ditemukan mempengaruhi 
kondisi pasar saham bullish dan bearish. Meskipun demikian, faktor risiko likuiditas 
ditemukan tidak mampu menjelaskan perbedaan karakteristik antara pasar saham 
yang muncul dan berkembang. Di sisi lain, penelitian ini menunjukkan bahwa ada 
korelasi antara efek likuiditas dan beberapa kategori likuiditas dalam portofolio yang 
dikembangkan. Temuan ini menyoroti berbagai penelitian akuntansi di masa depan, 
khususnya di bidang faktor risiko likuiditas dan kualitas informasi perusahaan serta 
transparansi. 
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Kata Kunci: Liquidity, portfolio return, bullish, bearish, emerging, developed. 
 
1. Introduction 
Research related to liquidity has grown rapidly in recent decades. One way to 
explain the evolution of liquidity literature development is its implications for 
investment management. In this case, three stages could be identified. First, before the 
beginning of 1980, liquidity is understood as a form of transaction costs, which 
usually used to calculate the difference in net profit from a variety of trading strategies 
on investments. Second, as Ammihud and Mendelson (1986) define, liquidity is 
conceived as a premium required by investors as compensation for the funds invested 
in illiquid securities. Third liquidity is not limited to the discussion of liquidity level, 
but also as a component of the systematic risk that determines the price of securities 
(Pastor and Stambaugh, 2003). 
Ammihud and Mendelson (1986) are the first who introduced liquidity as a risk 
factor in academic research and its relation with assets return. They used cross-
sectional data and found a positive and significant correlation between returns and 
illiquidity. Eleswaru and Reinganum (1993) then tested the effect of liquidity by using 
the same measurement with Ammihud and Mendelson, but in a different period. They 
found that the correlation between liquidity and stock return was confined in January. 
Subsequent research conducted by Brennan and Subrahmanyam (1998) denies 
Eleswaruand Reinganum invention and supports Ammihud and Mendelson research 
(1986). Chordia, Roll, and Subrahmanyam (2000) also show that there is a significant 
correlation between the influence of various sizes of liquidity and asset returns. 
Chordia, Subrahmanyam, and Anshuman (2001) found a negative and significant 
correlation between the average return and trading activities related to the liquidity 
characteristics. 
Fama and French (1992) argued that although liquidity is an important issue, 
specific measurement and recording are not necessary because it is a grouping of the 
combination of size and book-to-market. However, another cross-sectional study such 
as Chordia, Subrahmanyan, and Anshuman (2001) shows that liquidity needs to be 
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imputed to individual shares. The study showed that after controlling the size, book-
to-market and other variables, liquidity remains an important factor in explaining 
stock returns. They found that the average return is negatively related to liquidity 
fluctuations and expected return is positively related to the trade value in dollars and 
negatively related to the variation coefficient of trading volume value. Chordia, 
Subrahmanyan, and Anshuman (2001) concluded that liquidity has a vital role in 
calculating the expected return, as a risk factor such as beta, size and book-to-market 
factor. Brennan and Subrahmanyan research (1996) concerning liquidity analysis 
using pooled cross-section and time series. They found a negative and significant 
correlation between expected returns and liquidity, even after inserting risk factors 
such as size and book-to-market in the calculation model. 
Studies that analyze the influence of liquidity on stock returns have also been 
carried out in Indonesia. Hidayah (2005) found that the stock turnover takes a 
significantly negative effect on return on some stock portfolios formed. In contrast to 
Hidayah (2005), other studies of liquidity in Indonesia also conducted by Kambuaya 
(2008) ume and activity trading day found that the trading volume and activity trading 
day took a significantly negative effect on stock returns and did not find a significant 
correlation on turnover, as Hidayah research results (2005). 
Keene and Peterson (2007) conducted a study on the importance of the liquidity 
role in asset pricing model during the period July 1963 to December 2002 using six 
measures of liquidity. They used a method of portfolio forming such as research done 
by Fama and French (1993) and formed 54 portfolios based on a category of liquidity, 
size, book-to-market, and momentum using monthly data. Their study results show 
that liquidity may explain the part of the stock return variation as well as when the 
liquidity factors are included in the calculation model in conjunction with other risk 
variables, including beta. Another point of concern in this study is the capital market 
condition factor itself, which in this case the level of investor risk preferences will be 
different in diverse market conditions. Change that influences the liquidity factor of 
stock are bullish and bearish market conditions. A bull market is a market with an 
increasing trend pattern, while a bear market is a market with a declining trend pattern. 
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Bhardwaj and Brooks (1993) found no significant difference between beta in bullish 
and bearish market conditions with firm size as a control variable. 
The bullish and bearish market conditions are closely related to investor 
preference for the liquidity of their assets. Liquidity and stock returns are expected to 
have a negative correlation. In this case, the lower the liquidity level of an asset, or in 
other words the higher the risk, then the higher asset returns are expected to be. This 
correlation probably will have different degrees of influence in different market 
conditions. In the bullish market period, an investor requires a level of liquidity that is 
not too high. This is caused by the desire of investors to maintain winner stocks and 
sell loser sell they owned. Therefore, in a bullish market condition, all investors can 
gain profit, so there will be a tendency to reduce their portfolio activities (Keene and 
Peterson, 2007). 
On the other hand, in the bearish market conditions, investor behavior affected by 
unstable market conditions, so that the investor need of liquidity will increase. This 
would strengthen the effect of liquidity on stock returns. One possibility that could 
happen is, in the bearish market conditions, investors want as quickly as possible to 
buy and sell stocks that are considered as the winner and loser. 
Other market conditions which were also analyzed in this study was the effect of 
liquidity in emerging capital markets (emerging) compared with developed capital 
markets. In general, emerging capital markets are interpreted as a capital market that is 
changing both concerning size and sophistication of the market (Cahyono, 2002). 
Some differences in the characteristics that distinguish between emerging markets and 
markets that have grown are characteristics of the merchandise, the behavior of market 
participants, the mechanism of asset transactions and regulations. Mobius (1999) 
argues that the emerging market is a desirable investment and promising a high return. 
Research about liquidity risk and its impact on stock returns in emerging capital 
markets becomes vital because emerging markets have different characteristics to the 
developed capital markets, particularly at the lower levels of liquidity. Chuhan survey 
conducted in 1992, in Qin (2007) showed that the liquidity factor is one of the 
essential reasons that deter foreign investors from investing in emerging markets. 
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Bekaert, Harvey, and Lundblad (2003) argue that investors will pay more attention to 
liquidity factors in emerging markets than the developed markets. Also, the influence 
of liquidity should be more significant in emerging markets than the developed 
markets. 
Generally, this study was conducted to test the effect of liquidity on stock returns 
empirically in a variety of different market conditions. Market conditions in this study 
are market in the bullish and bearish situation, both in emerging and developed capital 
market. The result of this study is going to contribute to the development of liquidity 
literature, which can be forwarded to the development of accounting literature, 
particularly literature related to research in the field of quality and transparency of 
accounting information. Naturally, there is a close correlation between liquidity 
literature and accounting literature because accounting is a significant source of 
information used by investors in making investment decisions in the stock market. 
Studies from Kyle (1985) and Admati and Pfleiderer (1988) indicate that the illiquid 
stock is a function of the interaction between informed traders, discretionary liquidity 
traders, and noise traders. Thus the accounting information can be used to reduce 
information asymmetry by providing good quality and transparent information that 
will boost stock liquidity (Diamond and Verrechia, 1991). 
The scope of the study was restricted to liquidity study only, as one of the risk 
factors, which negatively affect stock return. Besides, liquidity also has a higher 
impact on stock returns in the bearish market rather than in bullish market conditions. 
This study uses data from emerging capital market, which is Indonesia Stock 
Exchange and developed capital market, which is Tokyo Stock Exchange, to examine 
the effect of liquidity in the two conditions of the capital markets. The results of this 
study are expected to be continued for the development of accounting literature related 
to the quality and transparency of accounting information needed to reduce liquidity 
risk. 
2. Theoretical Basis and Hypothesis Development 
Previous studies have found the role of liquidity as a risk factor in asset pricing 
(Ammihud and Mendelson 1986; Brennan and Subrahmanyan 1996; Chordia, 
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Subrahmanyan, and Anshuman 2001). Investors certainly expect that the investment 
can meet the future needs following their preferences towards risk and return. 
Investors can choose both long and short-term investments, but one necessary 
condition to be considered is that its investments will be rapidly transferred in the 
form of money and vice versa, in the desired amount (liquid), either for market 
condition predictions or consumption reasons. If an investor can not do that, they 
would face liquidity risk, and investors will require a certain return as compensation 
for the condition. The investors’ needs of liquidity should make investor impute the 
liquidity as one of the risk sources in investing, especially in stocks. It is then 
underlying the determination of liquidity as a risk factor. Investors perceptions of 
liquidity are different according to the level of preference for risk, but when investors 
face the choice between a liquid and illiquid investment, risk-averse investors will 
naturally choose liquid assets to reduce the risk of unsold assets in the future. In other 
words, investors will demand compensation for the liquidity of asset factors. 
The concept of liquidity has at least four dimensions. First: (i) Immediacy, which 
shows the amount of the transaction and certain price level immediately. Second, 
Width, which indicates the difference between the best buying interest and the best 
selling interest in a certain amount. Third, Depth, which shows the number and value 
of transactions that can be executed at a certain price level. Fourth, (iv) Resiliency, 
which indicates how quickly prices can recover when there is an imbalance in 
demand. Liquidity concept in this study includes immediacy, which is reflected in the 
stock turnover and depth concepts, which represented by the value of the transaction 
volume. 
Chordia, Subrahmanyan, and Anshuman (2001) showed that the liquidity needs to 
be imputed for individual shares. The study showed that after controlling size, book-
to-market and other variables, liquidity remains as an essential factor in stock return. 
They concluded that liquidity has a vital role in calculating the expected return, risk 
factors, as well as beta, size, and book-to-market factors. Keene and Peterson (2007) 
conducted a study about the importance of the role of liquidity in asset pricing models. 
They used portfolio forming method, like what Fama and French (1993) had done and 
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formed 54 portfolios by category of liquidity, size, book-to-market, and momentum 
using monthly data. Their results showed that liquidity could explain part of the stock 
return variation negatively as well as when liquidity factors are incorporated into the 
calculation model in conjunction with other risk variables, including beta. Based on 
these arguments and the results of previous studies, this study hypothesized as 
follows: 
H1. Liquidity negatively affect stock returns 
 
Several studies have shown that the analyzes that inserting time-varying into the 
model can better explain the correlation between return and risk in asset pricing. 
Merton (1973) developed CAPM that formerly uses only one period into a model with 
several continuous time periods and known as intertemporal CAPM (ICAPM). Ferson 
and Harvey (1991) developed a study to predict the rate of stocks and bonds return 
over time and found that the variation of time in determining the premium beta risk 
can explain the return on the portfolio level. Jagannathan and Wang (1996) proposed 
conditional CAPM by loosening the assumption of a static period in the CAPM and 
analyzed the variation of time in examining beta and return. Many studies later were 
found time-varying risk premium, as Keim and Stambaugh (1986) and Fama and 
French (1988) did. They stated that the concept of time-varying risk premium could 
not be described accurately by the model in static as the single factor CAPM. 
Bullish and bearish market conditions closely related with investor preference on 
the liquidity of its assets, which can describe the validity of time-varying risk premium 
concept, because of the investors' behavior on liquidity is also influenced by the 
capital market itself. Fabozzi and Francis (1979) analyzed the systematic risks faced 
by mutual funds (reksadana) in the bullish and bearish market. Chen (1982) found a 
different beta, which means different levels of risk faced by investors in the bullish 
and bearish market. Bhardwaj and Brooks (1993) used dual-beta to distinguish the 
correlation between return and risk in the bullish and bearish stock market conditions. 
The bullish and bearish market conditions will also affect investor needs in 
liquidity. When investors have high expectations of liquidity, illiquid stocks, in 
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consideration of market conditions and consumer needs, will be regarded as a source 
of risk in the investment portfolio. When market in better conditions (bullish), the 
investors’ needs of liquidity will be lower because all investors can gain profit and 
investor will tend to reduce their portfolio activities (Keene and Peterson, 2007). 
Otherwise, when market conditions deteriorate (bearish), the investor would need 
more cash certainty in their investments, whether it caused by considerations of 
uncertainty or the need for cash. Different preferences in different market conditions 
will make investors regard liquidity risk differently as well. Therefore, the second 
hypothesis proposed in this study is: 
H2. Liquidity has a higher impact on stock returns in bearish market conditions than 
bullish market conditions. 
 
As one of the risk factors, investors will require a higher return on assets with 
lower liquidity, regarding transaction speed and trading volume. This also applies in 
the overall market conditions faced by a country. New emerging capital markets 
characteristics with a small market capitalization, a limited amount of issuers and 
market participants opportunity to influence the market, make investors should 
conduct more analysis cautiously when investing in emerging capital markets. 
Bekaert, Harvey, and Lundblad (2003) found that investors pay more attention to the 
liquidity factor in emerging markets than the developed market. Also, liquidity has a 
more significant influence in emerging markets than the developed market. Research 
by Qin (2007) supports Bekaert, Harvey, and Lundblad (2003) and also found that 
investors pay more attention to liquidity risk in emerging markets than developed 
market. 
Emerging capital markets have different characteristics compared to developed 
capital markets. Viewed from the regulatory and trade mechanisms, market 
capitalization, some listed companies, and market participants, liquidity in emerging 
capital market liquidity should be an essential consideration factor as they related to 
how fast and how many existing shares could be traded. Therefore, the third 
hypothesis can be stated as follows: 
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H3. Liquidity has a higher impact on stock returns in conditions of emerging capital 
markets than developed capital markets. 
 
3. Data and Research Method 
This study uses secondary data which are company shares data listed on the 
Indonesia Stock Exchange as the emerging capital markets and the Tokyo Stock 
Exchange representing developed capital markets. The study observation period 
starting from July 2002 until June 2008, to obtain the samples and the representative 
estimation period to perform statistical testing. Researcher excludes companies who 
conduct the stock split policy and companies who do not have a stock transaction data 
during the observation period. 
Based on predetermined criteria, the researcher obtained 104 data of companies in 
Indonesia Stock Exchange and 1360 data of companies in Tokyo Stock Exchange 
during the 72 months of observation. 
 
3.1 Dependent Variables 
The dependent variable in this study is the stock portfolio excess return based on 
value-weighted return monthly. Excess return obtained by subtracting the performance 
of stock portfolio from a risk-free rate. Researchers will use the one-month interest 
rate of Bank Indonesia (SBI) for the Indonesia Stock Exchange and one-month rate 
Gensaki for the Tokyo Stock Exchange (Daniel et al., 2001) as a risk-free rate. 
 
3.2 Independent Variables 
The independent variables in this study consisted of six measures of liquidity that 
will be examined separately, namely; stock turnover which is calculated by dividing 
the number of shares traded by the number of shares outstanding. The second measure 
is the value of the trading volume which is calculated by multiplying the number of 
shares traded by the share price prevailing at that time. These two measures are 
calculated as an annual average value based on monthly data. The third and fourth 
measures are standard deviations of stock turnover and standard deviation of the 
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trading volume, which is calculated for 12 months. The fifth and sixth measures are a 
variation coefficient of stock turnover and the variation coefficient of the trade 
volume, which is also calculated for 12 months starting in July of the previous year to 
June next year. 
Keene and Peterson (2007) divided the six measures of liquidity level in two 
categories, namely the level of liquidity size and level of liquidity variability. Level of 
liquidity size consists of stock turnover and value of trading volume (Ammihud, 
2001). Meanwhile, the level of liquidity variability consists of standard deviation and 
variation coefficient of the turnover and trading volume (Chordia, Subrahmanyan and 
Anshuman, 2001). Researchers will use a similar method to Ammihud (2002) by 
calculating the average annual of individual liquidity measurement based on monthly 
data. 
 
3.3 Portfolio Forming 
Researchers will establish a stock portfolio using data of the 72 months 
observation for 104 shares on Indonesia Stock Exchange and 1360 shares on Tokyo 
Stock Exchange based on size firms, liquidity, and the book-to-market category. In 
June each year, the company in each stock exchange will be sorted by size and divided 
into two groups with two types: large companies and small companies. The next step 
is to reorder the portfolio, which primarily has been formed based on the size of the 
company, based on the liquidity of the two categories: companies with high liquidity 
and companies with low liquidity. These four portfolios which are formed based on 
company size and liquidity levels are further subdivided based on the book-to-market 
with the company's portfolio categories with high book-to-market and enterprise with 
low book-to-market. Figure 1 shows the formation of portfolio forming. 
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Figure 1 
Portfolio Forming Method 
 
  Size Liquidity Book-to-market Portfolio 
      
    High  :Portfolio 1 
   High Low : Portfolio 2 
  Large    
   Low High : Portfolio 3 
    Low : Portfolio 4 
 Stock     
    High  :Portfolio 5 
   High Low : Portfolio 6 
  Small    
   Low High : Portfolio 7 
    Low : Portfolio 8 
 
The company size categories are calculated based on the stock price in June 
multiplied by the number of shares outstanding, while the category of book-to-market 
is grouped based on the book-to-market value at the end of the previous year divided 
by the stock price at the end of the year. Turnover liquidity value of shares and the 
value of trading volume represent the average liquidity of the company's shares for 12 
months, starting in July of the previous year to June next year. A measure of deviation 
standard liquidity and a variation coefficient of stocks turnover and trading volume 
calculated for 12 months, which began in July of the previous year to June next year. 
Eight portfolios that were created then analyzed to test the hypothesis about the 
effect of liquidity on stock returns in various market conditions, in both bullish and 
bearish market conditions and both emerging and developed capital markets. Bullish 
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and bearish month classification method uses the median value of market return 
(Bhardwaj and Brooks, 1993) that would divide the observation month in bullish and 
bearish conditions for the same amount, which are 36 months of the bearish condition 
and 36 months of a bullish market. So, determining the bullish and bearish market 
conditions is based on the entire amount of monthly time series observations which 
are separated according to market return median. Measurements using the median 
market return is used, to divide the observations into two equal parts.  
 
3.4 Analysis Techniques and Hypotheses Testing 
In measuring liquidity, researchers will use an analytical model as used by Keene 
and Peterson (2007), which is calculating liquidity as a residual, to ensure that 
liquidity is not correlated with other variables. Fama and French (1992) argue that 
liquidity is related to firm size factor. Therefore, Keene and Peterson (2007), as the 
other researchers conducted, using a factor mimicking portfolio by forming a portfolio 
based on company size and liquidity categories. 
 
LIK = η0 + η1MKT + η2SIZE + η3BM + eLIK    (1) 
 
In this case:  LIK: The portfolio return average of companies with low liquidity 
deducted by portfolio return average of companies with high liquidity.  
SIZE:  The portfolio return of small companies deducted by portfolio 
return of large companies. 
BM:  The average portfolio return companies with high book-to-
market deducted by average return of the low book-to-market. 
MKT:  Market excess return 
                          eLIK:  Liquidity residual 
 
Equation (1) shall be calculated respectively for the six measurements of liquidity 
and will produce variable eLIK that later would become an independent variable to 
explain the portfolio return by the following equation: 
RPm – Rfm = A + L (eLIK,m) + em      (2) 
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In this case,  RPM:  Portfolio return at period m 
 Rfm: the Risk-free rate at period m 
 eLIK,m:  Liquidity residual in equation (1) in the period m 
 
Market in bullish and bearish condition will be determined using the Bhardwaj 
and Brooks (1993) method, which is classifying the entire month on month in bullish 
and bearish conditions based on the median market value during the observation 
period. Researchers will use the median value of the Composite Stock Price Index 
(CSPI) on the Indonesia Stock Exchange and the NIKKEI 225 index for the Tokyo 
Stock Exchange in determining market conditions. If the value of CSPI and NIKKEI 
225 for the month is higher than the median during the observation month, the period 
is categorized as bullish market and if the value is lower than the median, the period is 
categorized as a bearish condition. To test the second hypothesis about the effect of 
liquidity in the bullish and bearish market conditions, the researcher used the time-
varying risk market model as follows: 
 
RPm – Rfm = A + A1(DB) + L (eLIK)m + L1 (eLIK x DB) + em  (3) 
 
In this case, RPM:  portfolio return 
 Rfm: Risk-free rate 
eLIK:  Liquidity residual in equation (1) 
DB:  dummy variable with a value of one for bearish market 
conditions and zero for the bullish market condition. 
The researcher used time-varying risk market model as in equation (3) to test the 
hypothesis 3, but the dummy value is equal to 1 (one) for the emerging market, 
namely Indonesia Stock Exchange and a value of 0 (zero) for a developed market, 
namely Tokyo Stock Exchange. 
RPm – Rfm = A + A1(ED) + L (eLIK)m + L1 (eLIK x ED)m + em  (4) 
 
this case,  RPM:  Portfolio return at period m 
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 Rfm: Risk-free rate at period m 
 eLIKm:  Liquidity residual in equation (1) in the period m 
ED:  dummy variable with a value of one for the emerging capital 
markets and the value of zero for the developed capital 
markets. 
 
4. Results 
4.1 Descriptive Statistics 
Researchers used a total of 104 companies for Indonesia Stock Exchange and in 1360 
companies for the Tokyo Stock Exchange during 72 months observation period 
starting in July 2002 until June 2008. The descriptive statistics for the sample of 
companies for each exchange can be seen in the following table: 
Table 1. 
Company Sample Descriptive Statistic in the Indonesia Stock Exchange 
  N Minimun Maximum Mean 
Standard 
Deviation 
Market Return (IHSG) 72 -0.120 0.136 0.023 0.061 
Risk free rate  
     (SBI 1 bulan) 72 0.053 0.129 0.076 0.021 
Capitalization Return 7488 -0.750 1.663 0.024 0.173 
 
     (in trillion rupiah) 7488 0.005 159.113 3.491 10.400 
Trading Volume  
     (in million) 7488 0.001 11,227.234 155.257 554.448 
Trading Vol. Value        
     (in billion rupiahs)  7488 0.000 26,790.865 135.705 807.704 
Stock Turnover 7488 0.000 15.968 0.067 0.481 
Book-to-Market 7488 0.010 34.079 1.637 1.854 
Information: Indonesia Stock Exchange Data was obtained during 72 observation months 
for104 companies 
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Table 2 
Company Sample Descriptive Statistic in the Tokyo Stock Exchange 
 
  N Minimun Maximum Mean 
Standard 
Deviation 
Market Return (NIKKEI) 72 -0.112 0.106 0.004 0.048 
Risk free rate  
     (Gensaki 1 bulan) 72 0.004 0.120 0.037 0.025 
Capitalization Return 97920 -0.738 1.632 0.009 0.102 
 
     (in trillion yen) 97920 0.000 28.952 0.207 0.747 
Trading Volume 
     (in million) 97920 0.000 3968.292 19.544 77.933 
Trading Volume Value    
     (in billion yen) 97920 0.000 8863.546 19.475 105.577 
Market Turnover  97920 0.000 17.064 0.085 0.260 
Book-to-Market 97920 0.009 20.382 1.037 0.701 
Information: Tokyo Stock Exchange Data was obtained during 72 observation months for 
1360 companies 
 
Table 1 and Table 2 shows that averagely stock returns of companies listed on the 
Indonesia Stock Exchange give a higher rate of return than the company's shares on 
the Tokyo Stock Exchange. The liquidity level of the company can also be observed 
from the turnover value, trading volume and value of trading volume. Extreme 
minimum value, which is close to zero for the size of the liquidity, shows that there 
are stocks that did very little transactions of little value during the observation period. 
 
In general, Table 3 shows that there is no pattern of the correlation between risk 
and return. Portfolio risk can be observed from the standard deviation value, while the 
portfolio return can be observed from the average value. For example, in the portfolio 
of turnover liquidity size, a portfolio with the highest risk value is a portfolio 5 with a 
standard deviation of 0.124, but the highest average return value is the portfolio 1 with 
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an average value of -0029. The same thing can be observed in size of the volume 
liquidity, the portfolio with the highest risk iz also portfolio 5 with standard deviation 
value of 0.113, but the portfolio with the highest return average value is a portfolio 2 
with an average value -0033. 
 
Table 3 
 Portfolio Return Descriptive Statistic in the Indonesia Stock Exchange 
 
   Turnover Liquidity N Min Max  Mean Std Dev 
P1: Large Size-High Liquid-High BM 72 -0.286 0.284  -0.029 0.121 
P2: Large Size-High Liquid-Low BM 72 -0.240 0.258  -0.031 0.099 
P3: Large Size-Low Liquid-High BM 72 -0.217 0.283  -0.049 0.102 
P4: Large Size-Low Liquid-Low BM 72 -0.318 0.249  -0.052 0.087 
P5: Small Size-High Liquid-High BM 72 -0.289 0.322  -0.039 0.124 
P6: Small Size-High Liquid-Low BM 72 -0.279 0.233  -0.052 0.106 
P7: Small Size-Low Liquid-High BM 72 -0.236 0.254  -0.054 0.098 
P8: Small Size-Low Liquid-Low BM 72 -0.218 0.111  -0.069 0.072 
   Trade Volume Value Liquidity N Min Max  Mean Std Dev 
P1: Large Size-High Liquid-High BM 72 -0.280 0.258  -0.042 0.105 
P2: Large Size-High Liquid-Low BM 72 -0.279 0.234  -0.033 0.097 
P3: Large Size-Low Liquid-High BM 72 -0.223 0.195  -0.056 0.079 
P4: Large Size-Low Liquid-Low BM 72 -0.365 0.170  -0.054 0.072 
P5: Small Size-High Liquid-High BM 72 -0.296 0.222  -0.049 0.113 
P6: Small Size-High Liquid-Low BM 72 -0.279 0.168  -0.057 0.096 
P7: Small Size-Low Liquid-High BM 72 -0.284 0.210  -0.054 0.104 
P8: Small Size-Low Liquid-Low BM 72 -0.250 0.138  -0.063 0.074 
 
Information: Portfolio formed for each of liquidity size based on firm size, liquidity and book-
to-market category during 72 months of the observation period. Data presented is only for 
turnover size dan trade volume value.  
 
 
 
 
Febrianto and Ekawati 
207 
 
 
Table 4 
Portfolio Return Descriptive Statistic in the Tokyo Stock Exchange 
 
   Turnover Liquidity N Min Max Mean Std Dev 
P1: Large Size-High Liquid-High BM 72 -0.162 0.126 -0.029 0.060 
P2: Large Size-High Liquid-Low BM 72 -0.161 0.087 -0.024 0.057 
P3: Large Size-Low Liquid-High BM 72 -0.135 0.070 -0.029 0.048 
P4: Large Size-Low Liquid-Low BM 72 -0.131 0.044 -0.031 0.044 
P5: Small Size-High Liquid-High BM 72 -0.197 0.216 -0.026 0.078 
P6: Small Size-High Liquid-Low BM 72 -0.190 0.136 -0.023 0.071 
P7: Small Size-Low Liquid-High BM 72 -0.159 0.095 -0.033 0.053 
P8: Small Size-Low Liquid-Low BM 72 -0.135 0.056 -0.032 0.047 
   Trade Volume Value Liquidity N Min Max Mean Std Dev 
P1: Large Size-High Liquid-High BM 72 -0.145 0.098 -0.031 0.054 
P2: Large Size-High Liquid-Low BM 72 -0.175 0.069 -0.027 0.056 
P3: Large Size-Low Liquid-High BM 72 -0.152 0.086 -0.029 0.051 
P4: Large Size-Low Liquid-Low BM 72 -0.141 0.051 -0.028 0.047 
P5: Small Size-High Liquid-High BM 72 -0.207 0.191 -0.027 0.073 
P6: Small Size-High Liquid-Low BM 72 -0.186 0.123 -0.025 0.067 
P7: Small Size-Low Liquid-High BM 72 -0.170 0.108 -0.033 0.056 
P8: Small Size-Low Liquid-Low BM 72 -0.139 0.059 -0.033 0.048 
 
Information: Portfolio formed for each of liquidity size based on firm size, liquidity 
and book-to-market category during 72 months of the observation period. Data 
presented is only for turnover size dan trade volume value.  
Table 4 also shows that there is an inconsistent correlation between return and risk 
for data in the Tokyo Stock Exchange. On the portfolio forming with a measure of 
turnover liquidity, portfolio 5 is the portfolio with the highest risk with a standard 
deviation of 0.078, but the portfolio with the highest return value is a portfolio 6 with 
an average value of -0023. 
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4.1.1 Factor Mimicking Portfolio 
Liquidity factor used in this study is the residual of each liquidity measure 
which will be used as independent variables in hypothesis testing. The residual value 
is obtained by forming a portfolio based on factor mimicking portfolio (Keene and 
Peterson, 2007). The reason of portfolio forming by using mimicking factor is to get 
the liquidity value which is free from the influence of other risk variables that have 
had a strong correlation with stock returns, particularly the size of the company. (Fama 
and French, 1992). 
 
Table  5 
Factor Mimicking Portfolio Deskriptif Statistic in the Indonesia Stock Exchange 
 
  N Minimum Maximum Mean Std Dev 
Value Weighted Market Excess Return 72 -0.249 0.214 -0.038 0.084 
Mimicking SIZE 72 -0.669 0.131 -0.024 0.097 
Mimicking  Book-to-Market 72 -0.170 0.689 0.013 0.099 
Mimicking Liq. Turnover 72 -0.158 0.147 -0.018 0.053 
Residual Liquidity Turnover 72 -0.131 0.170 0.000 0.048 
Mimicking Liq. Trade Volume Value 72 -0.101 0.096 -0.012 0.047 
Residual Liq. Trade Volume Value 72 -0.086 0.100 0.000 0.039 
Mimicking Liq. Std Dev Turnover 72 -0.107 0.201 0.022 0.058 
Residual Liq. Std Dev Turnover 72 -0.127 0.151 0.000 0.049 
Mimicking Liq. Std Dev Trade Volume 72 -0.093 0.147 0.017 0.051 
Residual Liq. Std Dev Trade Volume 72 -0.108 0.125 0.000 0.040 
Mimicking Liq. Var Coef Turnover 72 -0.113 0.176 0.002 0.057 
Residual Liq. Var Coef Turnover 72 -0.092 0.192 0.000 0.050 
Mimicking Liq. Var Coef Trade Volume 72 -0.113 0.176 0.003 0.056 
Residual Liq. Var Coef Trade Volume 72 -0.086 0.179 0.000 0.048 
 
Factor mimicking portfolio based on the liquidity is the difference between the 
portfolio return of low liquidity and portfolio of high liquidity. The average value of 
the factor mimicking portfolio for the turnover stock size is -0018, while the average 
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value for the trading volume value is -0012. For variability size of liquidity, the 
average value of the standard deviation of the turnover and trading volume, 
respectively are 0.022 and 0.017 and the average value of the coefficient of variation 
of the turnover and trading volume, respectively are 0.002 and 0.003. Liquidity 
residual value for each measure of liquidity will be used as independent variables in 
hypothesis testing. 
 
Table  6 
Factor Mimicking Portfolio Descriptive Statistic in the Tokyo Stock Exchange  
 
  N Minimum Maximum Mean Std Dev 
Value Weighted Market Excess Return 72 -0.138 0.073 -0.028 0.049 
Mimicking SIZE 72 -0.062 0.076 0.000 0.029 
Mimicking  Book-to-Market 72 -0.055 0.048 -0.002 0.021 
Mimicking Liq. Turnover 72 -0.086 0.050 -0.006 0.028 
Residual Liquidity Turnover 72 -0.057 0.045 0.000 0.020 
Mimicking Liq. Trade Volume Value 72 -0.058 0.031 -0.004 0.019 
Residual Liq. Trade Volume Value 72 -0.035 0.028 0.000 0.014 
Mimicking Liq. Std Dev Turnover 72 -0.052 0.107 0.008 0.030 
Residual Liq. Std Dev Turnover 72 -0.046 0.061 0.000 0.021 
Mimicking Liq. Std Dev Trade Volume 72 -0.044 0.088 0.006 0.024 
Residual Liq. Std Dev Trade Volume 72 -0.039 0.043 0.000 0.016 
Mimicking Liq. Var Coef Turnover 72 -0.037 0.094 0.011 0.023 
Residual Liq. Var Coef Turnover 72 -0.035 0.043 0.000 0.015 
Mimicking Liq. Var Coef Trade Volume 72 -0.034 0.100 0.011 0.023 
Residual Liq. Var Coef Trade Volume 72 -0.037 0.042 0.000 0.016 
 
Data on the Tokyo Stock Exchange shows the average value of factor mimicking 
portfolio with turnover size and trading volume value, respectively -0.006 and -0.004. 
The liquidity variability size of turnover standard deviation is 0.008 and 0.006 for 
trading volume. Factor mimicking portfolio which is based on the coefficient liquidity 
of turnover variation and trading volume has the same value, that is 0.011. 
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4.2 Regression analysis 
4.2.1 Hypothesis Testing About The Influence of Liquidity on Stocks Return 
The first hypothesis in this study is that liquidity negatively affects the stock 
return. The entire sample of companies in each of the capital market will be entered 
into eight portfolio categories in corresponding with the portfolio formation method. 
Return of the eight portfolios formed will then be used as the dependent variable in 
regression analysis with liquidity residual of factor mimicking portfolio as an 
independent variable. Total regression testing for hypothesis one conducted as much 
as 48 times (8 portfolios x 6 liquidity size) for each of the capital markets. 
Table 7 
 Hypothesis 1 Test Result in the Indonesia Stock Exchange 
 
 
Information: *** Significant at α 1% , ** Significant at α 5% , * Significant at α 10% 
Data presented is only for turnover size and trade volume value 
 
 TURNOVER  RPm – Rfm = A + L (eLIQ_TURNOVER,m) + em 
    A t(A) L t(L)   
P1: Large Size-High Liquid-High BM -0.017 -1.337 -0.733 -2.877 *** 
P2: Large Size-High Liquid-Low BM -0.017 -1.685 -0.603 -3.024 *** 
P3: Large Size-Low Liquid-High BM -0.038 -3.315 0.486 2.068 ** 
P4: Large Size-Low Liquid-Low BM -0.030 -3.447 0.628 3.765 *** 
P5: Small Size-High Liquid-High BM -0.028 -1.995 -0.539 -1.897 * 
P6: Small Size-High Liquid-Low BM -0.033 -2.895 -0.633 -2.823 *** 
P7: Small Size-Low Liquid-High BM -0.040 -3.513 0.231 1.012   
P8: Small Size-Low Liquid-Low BM -0.069 -8.079 0.007 0.038   
 VOLUME VALUE RPm – Rfm = A + L (eLIQ_NILAIVOL,m) + em 
    A t(A) L t(L)   
P1: Large Size-High Liquid-High BM -0.029 -2.432 -0.276 -0.912   
P2: Large Size-High Liquid-Low BM -0.018 -1.705 -0.210 -0.801   
P3: Large Size-Low Liquid-High BM -0.043 -4.639 0.050 0.209   
P4: Large Size-Low Liquid-Low BM -0.040 -5.424 0.817 4.272 *** 
P5: Small Size-High Liquid-High BM -0.032 -2.538 -0.719 -2.271 ** 
P6: Small Size-High Liquid-Low BM -0.041 -3.783 -0.678 -2.472 ** 
P7: Small Size-Low Liquid-High BM -0.040 -3.348 0.236 0.762   
P8: Small Size-Low Liquid-Low BM -0.063 -7.515 0.601 2.756 *** 
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The results of the regression test for the hypothesis of Tokyo Stock Exchange also 
show a similar result to Indonesia Stock Exchange. Table 8 shows that the size of the 
turnover can better explain portfolio returns compared with other measures, both at the 
level of liquidity and the level of liquidity variability. The size of the stock turnover 
liquidity can explain the six portfolios return of the eight portfolios formed. These six 
portfolios also have the same criteria as the six portfolios in the Indonesia Stock 
Exchange, which are P1, P2, P3, P4, P5, and P6.  
The test results also show a pattern of correlation between liquidity and return 
portfolio, both in Indonesia Stock Exchange and Tokyo Stock Exchange. The visible 
pattern is negative liquidity coefficient in the group of high liquidity portfolio, which 
are P1, P2, P5, P6 and have a positive value in the group with low liquidity portfolio, 
which is P3, P4, P7, P8. These results are consistent with research results by Keene 
and Peterson (2007). One explanation of this is that liquidity is a factor that can 
explain the time varying in the correlation between return and risk. Different 
coefficients explain the correlation between risk and return that may be different when 
the stock portfolio is in conditions of high and low liquidity. The other explanation is 
that the investor will have a different risk preference on its investments when a stock 
or a stock portfolio are at different levels of liquidity. 
4.2.2 Hypothesis Testing About The Influence of Liquidity On Stocks Return 
in Bullish and Bearish Conditions 
Month partition method into a bullish and bearish condition that use the median 
value of market return (Bhardwaj and Brooks, 1993) will split the observation month 
into bullish and bearish conditions with the same amount, which is 36 months in a 
bearish condition and 36 months of a bullish market. Hypothesis two will include the 
bullish and bearish market conditions as moderating variables. The test will be 
conducted by regression analysis using dummy variables to describe the condition of 
the bullish and bearish market. A dummy variable for the market in bullish condition 
is 0 (zero) and 1 (one) for bearish market conditions.  
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Table 9 shows that the liquidity factor will be able to explain the most portfolio 
return. However, different from one hypothesis testing, a measure of liquidity that 
most can explain portfolio returns is the standard deviation of turnover by explaining 
returns in P1, P3, P4, P7, and P8. A measure of liquidity turnover can explain four 
portfolios return, which are P1, P2, P5, and P6, while the value of trading volume can 
only explain two portfolio return which is P4 and P8. 
Regression test result of hypotheses on the Indonesia Stock Exchange using 
market bullish and bearish conditions moderating variables did not support the 
hypothesis. It can be observed from the coefficient L and L1 in the regression test that 
show no significant results in the entire portfolio on each measure of liquidity. 
Furthermore, presented test results of hypothesis two for data on Tokyo Stock 
Exchange 
Table 9 shows that the liquidity factor will be able to explain the most portfolio 
return. However, different from one hypothesis testing, a measure of liquidity that 
most can explain portfolio returns is the standard deviation of turnover by explaining 
returns in P1, P3, P4, P7, and P8. A measure of liquidity turnover can explain four 
portfolios return, which are P1, P2, P5, and P6, while the value of trading volume can 
only explain two portfolio return which is P4 and P8. 
Regression test result of hypotheses on the Indonesia Stock Exchange using 
market bullish and bearish conditions moderating variables did not support the 
hypothesis. It can be observed from the coefficient L and L1 in the regression test that 
show no significant results in the entire portfolio on each measure of liquidity. 
Furthermore, presented test results of hypothesis two for data on Tokyo Stock 
Exchange: 
 
4.2.3 Hypothesis Testing About The Influence of Liquidity on Stocks Return 
in the Emerging and Developed Capital Market Conditions 
The third hypothesis in this study is that liquidity has a higher impact on stock 
returns in emerging capital market than in developed capital markets. 
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Hypothesis testing is conducted by inserting the capital market as a moderating 
variable in the regression test. The researcher used dummy variables to explain the 
different capital market conditions by providing a value of 0 (zero) for all data from 
the Tokyo Stock Exchange and the value of 1 (one) for the data from the Indonesia 
Stock Exchange. 
 
4.2.4 Hypothesis Testing About The Influence of Liquidity on Stocks Return 
in the Emerging and Developed Capital Market Conditions 
The third hypothesis in this study is that liquidity has a higher impact on stock 
returns in emerging capital market than in developed capital markets. 
Hypothesis testing is conducted by inserting the capital market as a moderating 
variable in the regression test. The researcher used dummy variables to explain the 
different capital market conditions by providing a value of 0 (zero) for all data from 
the Tokyo Stock Exchange and the value of 1 (one) for the data from the Indonesia 
Stock Exchange. 
Table 11 shows the regression test results of three hypotheses on the Indonesia 
Stock Exchange and Tokyo Stock Exchange. Liquidity factor will be able to explain 
most of the portfolio return for all measure of liquidity. The pattern of the correlation 
between liquidity and returns are also visible, but the regression results test do not 
support hypothesis three. 
The test results do not find any significant difference between emerging markets 
and developed market in explaining portfolio return. It can be observed from the 
coefficient L and the interaction variables coefficient L1 that show insignificant value 
in all portfolios and liquidity size. The regression results for each hypothesis of the 
study have been summarized as follows: Table 7 and 8 for testing results of hypothesis 
1; Tables 9 and 10 for testing results of hypothesis2; and Table 11 for the testing 
results of hypothesis 3. 
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5. Conclusion, Implications and Limitations Research 
The empirical test results of hypothesis 1 indicate that the liquidity affects the 
stock returns. It can be observed on all measures of liquidity, mainly on the size of the 
stock turnover. Investors can take advantage of these test results to consider liquidity 
factor as one of the risk sources when investing in stocks. Another implication that 
may be considered is, investors should pay attention to liquidity characteristics of 
shares to be purchased or already owned. It is associated with test results showing the 
effect of different liquidity on stock returns, among a group of liquid stocks and a 
group of illiquid stocks. The results support the Keene and Peterson (2007), where the 
liquidity factor, which is calculated as a residual, affect the stock returns. Liquidity 
value as a residual guarantees liquidity measure which is free from the influence of 
other risk factors such as beta, size, and book-to-market. Therefore, the development 
of accounting research to test the information quality and transparency can use this 
proxy liquidity risk. Research in the finance and capital markets field can also take 
advantage of this research results to consider liquidity as a risk factor in the analysis of 
asset pricing. 
Investors can use the test results of hypothesis two, relating to the effect of 
liquidity on stock returns in different market conditions. The investors, especially 
investors in the Tokyo Stock Exchange as well as those who interested in investing on 
that stock exchange, may consider the liquidity factor into their investment analysis 
model when the capital markets are in bullish or bearish condition. Investors can use 
the liquidity variability measure of stock turnover and trading volume variation 
coefficient when considering the expected return in bullish or bearish market 
conditions. The test results for the Tokyo Stock Exchange show that liquidity has a 
higher impact on stock returns when the market is bearish than bullish. The results 
were not found in the Indonesia Stock Exchange. It also provides information to 
investors that the capital markets in each country have different characteristics in 
different market conditions. The test results for hypothesis two, particularly on the 
Tokyo Stock Exchange, shows the effect of liquidity on time-varying asset pricing 
models. This can be used by academics to consider and explore the liquidity factor as 
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one of the risk sources and its influence on the investment return in the development 
of CAPM models, such as the intertemporal CAPM or conditional CAPM. 
The test results for the hypotheses three indicate that liquidity factors have 
different effects on stock returns in emerging and developed capital markets. These 
results provide information that investors can not use the liquidity factor to distinguish 
the characteristics of the Indonesia Stock Exchange and the Tokyo Stock Exchange. 
This is helpful for those investors who have a share portfolio in both capital markets to 
determine the most appropriate investment strategy related to the liquidity of the 
stock. The results of this study are different from the Qin (2007) who found 
differences in the effect of liquidity on the emerging and developed capital market. It 
shows that the size of the liquidity with the dimensions of immediacy, which is 
reflected in stock turnover and depth that represented by the value of the trade volume 
is not able to capture the differences in the characteristics of the capital market 
development. The researchers can develop and use the possibility of another liquidity 
measure that may include four dimensions of liquidity, which are immediacy, width, 
depth and resiliency and its effect on stock returns in various market conditions to 
obtain more comprehensive results. 
Some of the other essential things that are found in this study are the correlation 
pattern between liquidity and return stock on a portfolio of stocks with different 
liquidity characteristics. Liquidity negatively affects high liquidity stock returns and a 
positive affect low liquidity portfolio of stocks. Investors can use these results to 
calculate stock returns by considering the characteristics of the liquidity portfolio of 
shares that are to be purchased or already owned. Related to these findings, Keene and 
Peterson (2007) and then explain the possibility of liquidity becoming factors that can 
explain the time varying in the asset pricing analysis. In this case, the risk would have 
a different effect on stock returns in different liquidity conditions. The results of this 
study can be the basis of the development of the subsequent research on the impacts of 
liquidity on stock returns. 
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Table 9 
Hypothesis 2 Test Results in the Indonesia Stock Exchange 
 
 TURNOVER  RPm – Rfm = A + A1(DB) + L (eLIQ_TO)m + L1 (eLIQ_TOxD) + em 
    A t(A) A1 t(A1)   L  t(L)   L1 t(L1)   
P1: 
Large Size-High Liq-
High BM 
-0.03 
-
1.48 
0.02 0.77  
-
0.87 
-
2.06 
** 0.22 0.42  
P2: 
Large Size-High Liq-Low 
BM 
-0.02 
-
1.34 
0.00 0.19  
-
0.78 
-
2.36 
** 0.28 0.68  
P3: 
Large Size-Low Liq-High 
BM 
-0.04 
-
2.27 
0.00 -0.05  0.52 1.31  
-
0.05 
-0.11  
P4: 
Large Size-Low Liq-Low 
BM 
-0.04 
-
3.40 
0.02 1.31  0.08 0.32  0.89 2.73 *** 
P5: 
Small Size-High Liq-High 
BM 
-0.03 
-
1.26 
0.00 -0.17  
-
0.94 
-
1.99 
** 0.63 1.06  
P6: 
Small Size-High Liq-Low 
BM 
-0.04 
-
2.22 
0.01 0.31  
-
0.99 
-
2.71 
*** 0.58 1.25  
P7: 
Small Size-Low Liq-High 
BM 
-0.04 
-
2.56 
0.00 0.20  0.11 0.28  0.20 0.41  
P8: 
Small Size-Low Liq-Low 
BM 
-0.06 
-
5.08 
-0.01 -0.74   0.12 0.39   
-
0.16 
-0.41   
 VOLUME VALUE RPm – Rfm = A + A1(DB) + L (eLIQ_NV)m + L1 (eLIQ_NVxD) + em 
    A t(A) A1 t(A1)   L  t(L)   L1 t(L1)   
P1: 
Large Size-High Liq-
High BM 
-0.03 -1.86 0.01 0.25  
-
0.19 
-
0.47 
 
-
0.18 
-0.29  
P2: 
Large Size-High Liq-Low 
BM 
-0.02 -1.40 0.01 0.32  
-
0.28 
-
0.80 
 0.18 0.34  
P3: 
Large Size-Low Liq-High 
BM 
-0.05 -4.04 0.02 1.05  0.31 0.97  
-
0.56 
-1.17  
P4: 
Large Size-Low Liq-Low 
BM 
-0.04 -4.17 0.01 0.50  0.93 3.64 *** 
-
0.25 
-0.65  
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P5: 
Small Size-High Liq-High 
BM 
-0.04 -2.00 0.01 0.30  
-
0.45 
-
1.06 
 
-
0.63 
-0.97  
P6: 
Small Size-High Liq-Low 
BM 
-0.04 -2.91 0.01 0.32  
-
0.36 
-
0.99 
 
-
0.73 
-1.31  
P7: 
Small Size-Low Liq-High 
BM 
-0.04 -2.38 0.00 0.10  0.23 0.55  0.01 0.02  
P8: 
Small Size-Low Liq-Low 
BM 
-0.05 -4.65 -0.02 -1.06   0.88 2.98 *** 
-
0.62 
-1.44   
Information: *** Significant at α 1% , ** Significant at α 5% , * Significant at α 10% 
Data presented is only for turnover size and trade volume value 
 
 
 
 
 
 
 
 
 
 
 
The Indonesian Journal of Accounting Research – May, Vol. 18 , No.2 , 2015 
 
218 
 
Table 10 
Hypothesis 2 Test Results in the Tokyo Stock Exchange 
 
 TURNOVER  RPm – Rfm = A + A1(DB) + L (eLIQ_TO)m + L1 (eLIQ_TOxD) + em 
    A t(A) A1 t(A1)   L  t(L)   L1 t(L1)   
P1: 
Large Size-High Liq-High 
BM 
-0.03 -3.62 0.03 2.12 ** 
-
1.32 
-2.11 ** 0.64 0.90  
P2: 
Large Size-High Liq-Low 
BM 
-0.03 -3.18 0.02 1.85 * 
-
1.69 
-2.85 *** 1.19 1.76 * 
P3: 
Large Size-Low Liq-High 
BM 
-0.03 -4.64 0.03 2.63 ** 0.06 0.12  0.46 0.82  
P4: 
Large Size-Low Liq-BM 
Rndh 
-0.03 -4.66 0.02 1.89 * 0.07 0.14  0.49 0.94  
P5: 
Small Size-High Liq-High 
BM 
-0.04 -3.19 0.04 2.54 ** 
-
1.04 
-1.31  0.19 0.21  
P6: 
Small Size-High Liq-Low 
BM 
-0.04 -3.56 0.04 2.88 *** 
-
0.74 
-1.00  
-
0.11 
-0.13  
P7: 
Small Size-Low Liq-High 
BM 
-0.03 -4.56 0.03 2.72 *** 
-
0.16 
-0.31  0.36 0.61  
P8: 
Small Size-Low Liq-Low 
BM 
-0.03 -4.65 0.02 2.41 ** 0.13 0.28   0.14 0.27   
 VOLUME VALUE RPm – Rfm = A + A1(DB) + L (eLIQ_NV)m + L1 (eLIQ_NVxD) + em 
    A t(A) A1 t(A1)   L  t(L)   L1 t(L1)   
P1: 
Large Size-High Liq-High 
BM 
-0.03 -4.17 0.03 2.40 ** 
-
0.99 
-1.28  0.51 0.59  
P2: 
Large Size-High Liq-Low 
BM 
-0.03 -3.30 0.02 1.56  
-
1.17 
-1.29  0.90 0.88  
P3: 
Large Size-Low Liq-High 
BM 
-0.03 -4.29 0.03 2.51 ** 0.43 0.57  0.16 0.18  
P4: 
Large Size-Low Liq-BM 
Rndh 
-0.03 -4.21 0.02 2.14 ** 0.50 0.73  0.07 0.09  
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P5: 
Small Size-High Liq-High 
BM 
-0.04 -3.31 0.04 2.50 ** 
-
0.80 
-0.76  
-
0.25 
-0.21  
P6: 
Small Size-High Liq-Low 
BM 
-0.04 -3.62 0.04 2.74 *** 
-
0.32 
-0.31  
-
0.60 
-0.51  
P7: 
Small Size-Low Liq-High 
BM 
-0.04 -4.45 0.03 2.74 *** 0.08 0.11  0.11 0.12  
P8: 
Small Size-Low Liq-Low 
BM 
-0.03 -4.63 0.02 2.46 ** 0.38 0.56   
-
0.08 
-0.10   
Information: *** Significant at α 1% , ** Significant at α 5% , * Significant at α 10% 
Data presented is only for turnover size and trade volume value 
 
 
 
 
 
 
 
 
 
 
The Indonesian Journal of Accounting Research – May, Vol. 18 , No.2 , 2015 
 
220 
 
Table 11 
Hypothesis 3 Test Results in the Indonesia Stock Exchange and Tokyo Stock Exchange 
 
 TURNOVER  RPm – Rfm = A + A1(ED) + L (eLIQ_TO)m + L1 (eLIQ_TOxD) + em 
    A t(A) A1 t(A1)   L  t(L)   L1 t(L1)   
P1: 
Large Size-High Liq-High 
BM 
-0.02 
-
1.67 
0.00 -0.22  
-
0.72 
-
3.62 
*** 
-
0.01 
-0.03   
P2: 
Large Size-High Liq-Low 
BM 
-0.02 
-
2.04 
0.00 0.19  
-
0.60 
-
3.69 
*** 
-
0.12 
-0.27  
P3: 
Large Size-Low Liq-High 
BM 
-0.04 
-
4.11 
0.01 1.13  0.50 2.79 *** 0.03 0.06  
P4: 
Large Size-Low Liq-Low 
BM 
-0.03 
-
4.38 
0.01 1.16  0.63 4.71 *** 
-
0.17 
-0.48  
P5: 
Small Size-High Liq-High 
BM 
-0.02 
-
2.15 
0.01 0.36  
-
0.54 
-
2.37 
** 
-
0.16 
-0.26  
P6: 
Small Size-High Liq-Low 
BM 
-0.03 
-
3.26 
0.02 1.17  
-
0.63 
-
3.35 
*** 
-
0.10 
-0.21  
P7: 
Small Size-Low Liq-High 
BM 
-0.04 
-
4.28 
0.01 1.05  0.24 1.33  0.02 0.03  
P8: 
Small Size-Low Liq-Low 
BM 
-0.06 
-
7.91 
0.03 2.84 *** 0.03 0.18   0.42 1.12   
 VOLUME VALUE RPm – Rfm = A + A1(ED) + L (eLIQ_NV)m + L1 (eLIQ_NVxD) + em 
    A t(A) A1 t(A1)   L  t(L)   L1 t(L1)   
P1: 
Large Size-High Liq-High 
BM 
-0.03 
-
2.95 
0.01 0.43  
-
0.26 
-
1.11 
 
-
0.17 
-0.26  
P2: 
Large Size-High Liq-Low 
BM 
-0.02 
-
2.18 
0.00 0.13  
-
0.21 
-
0.95 
 
-
0.27 
-0.45  
P3: 
Large Size-Low Liq-High 
BM 
-0.04 
-
5.22 
0.02 1.69 * 0.04 0.22  0.64 1.16  
P4: 
Large Size-Low Liq-Low 
BM 
-0.04 
-
5.88 
0.02 1.87 * 0.82 5.06 *** 
-
0.15 
-0.34  
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P5: 
Small Size-High Liq-High 
BM 
-0.03 
-
2.76 
0.01 0.70  
-
0.75 
-
2.86 
*** 
-
0.09 
-0.13  
P6: 
Small Size-High Liq-Low 
BM 
-0.04 
-
4.13 
0.02 1.56  
-
0.68 
-
2.92 
*** 0.01 0.02  
P7: 
Small Size-Low Liq-High 
BM 
-0.04 
-
4.04 
0.01 0.97  0.22 0.91  0.15 0.21  
P8: 
Small Size-Low Liq-Low 
BM 
-0.05 
-
6.73 
0.02 2.19 ** 0.60 3.37 *** 
-
0.10 
-0.21   
Information: *** Significant at α 1% , ** Significant at α 5% , * Significant at α 10% 
Data presented is only for turnover size and trade volume value 
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